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REPORT OF THE AUDITOR-GENERAL TO THE COUNCIL ON THE FINANCIAL STATEMENTS 
OF THE BREEDE VALLEY MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2006 

1. AUDIT ASSIGNMENT 

The financial statements as set out on pages 15-54, for the year ended 30 June 2006, have 
been audited in terms of section 188 of the Constitution of the Republic of South Africa, 
1 996, read with sections 4 and 20 of the Public Audit Act, 2004 (Act No. 25 of 2004) and sec- 
tion 126(3) of the Local Government: Municipal Finance Management Act, 2003 (Act No. 56 
of 2003) (MFMA). These financial statements, the maintenance of effective control measures 
and compliance with relevant laws and regulations are the responsibility of the accounting 
officer. My responsibility is to express an opinion on these financial statements, based on the 
audit. 

The supplementary schedules set out on pages 55 - 83 of the financial statements are pre- 
sented as additional information. These schedules have not been audited and accordingly, 
no opinion is expressed thereon. 

2. SCOPE 

The audit was conducted in accordance with the International Standards on Auditing read 
with General Notice 1512 of 2006, issued in Government Gazette no. 29326 of 27 October 
2006. Those standards require that I plan and perform the audit to obtain reasonable assur- 
ance that the financial statements are free of material misstatement. 

An audit includes: 

• examining, on a test basis, evidence supporting the amounts and disclosures in the fi- 
nancial statements 

• assessing the accounting principles used and significant estimates made by manage- 
ment 

• evaluating the overall financial statement presentation. 

I believe that the audit provides a reasonable basis for my opinion. 

3. BASIS OF ACCOUNTING 

The Municipality's policy is to prepare financial statements on the basis of accounting deter- 
mined by the National Treasury, as described in paragraph 1 of its accounting policies, as set 
out on page 1 8 of the financial statements. 

4. QUALIFICATION 

The Municipality did not comply with the prescribed basis of accounting in all respects and 
details of the departures were not provided. The following significant instances of non-com- 
pliance were noted: 

4.1 Non-compliance with South African Statements of Generally Accepted Ac- 
counting Practice (GAAP) 

4.1 .1 Investment property 

As stated in note 9 to the financial statements and in paragraph 6 of the accounting policies, 
the Municipality only performs a revaluation of investment property on a four-year cycle. In 
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terms of IAS 40 the fair value should be determined yearly as at 30 June. As no revaluation of the 
relevant investment property (farm at De Dooms) had been performed as at 30 June 2006, it was 
not possible to determine the effect on the financial statements. 

4.1 .2 Provision for post-retirement medical aid benefits 

The Municipality did not comply with IAS 1 9 by making appropriate provision in its financial state- 
ments for post-retirement medical aid benefits for all its current and retired employees who were 
entitled to such a benefit. At the date of issuing this report, the provision had not yet been quanti- 
fied by means of an actuarial valuation. The indications were that the Municipality had a material 
liability in this regard that had not been provided for or disclosed in the financial statements. 

4.1 .3 Accounts receivable 

The accounting policy on accounts receivable, as stated in paragraph 9 of the accounting policies 
in the financial statements, did not comply with IAS 39. Furthermore, accounts receivable in the 
financial statements were not impaired as required in terms of IAS 39. The financial effect of this 
could however not be quantified. 

The above issues arose in terms of the guidance received from the National Treasury and also due to 
the late issuing by them of further guidance regarding the basis of presentation. 

5. QUALIFIED AUDIT OPINION 

In my opinion, except for the effect on the financial statements of the matters referred to in the 
preceding paragraph, the financial statements present fairly, in all material respects, the financial 
position of the Breede Valley Municipality at 30 June 2006 and the results of its operations and 
cash flows for the year then ended, in accordance with the basis of accounting determined by the 
National Treasury of South Africa, as described in paragraph 3, and in the manner required by the 
MFMA. 

6. EMPHASIS OF MATTER 


6.3 Prior years' audit reports 

The following matters, which were reported in prior years'audit reports, are still outstanding 
and require further attention: 

6.3.1 Audit committee (Previous report: paragraph 4.1 0.2) 

The chairperson of the audit committee resigned during the 2005/06 financial year, with the 
result that no audit committee meetings were held during the last six months of the year. 
This resulted in non-compliance with the provisions of section 166 of the MFMA. 

6.3.2 Illegal occupants (Previous report: paragraph 4.1 0.4) 

A total of 181 (2005: 314) housing units of the council's housing rental schemes for which 
contracts with the original occupants had been entered into, had since been vacated and 
were occupied illegally by other occupants at the time of the audit. No rental contracts for 
the current occupants could be presented at the date of auditing (November 2006) and no 
levies in this regard were being raised. 

6.4 Internal control 

Apart from the matters referred to in this report, which also indicate shortcomings in internal 
checking and control measures, various other shortcomings were brought to the Municipal 
Manager's attention. In view of the nature of these matters, the internal checking and con- 
trol measures did not always function satisfactorily during the year. The following were the 
significant control weaknesses reported In the management letter: 

• Rezoning of properties not changed on financial system (SAMRAS) 

• Controls over receipts and receipt book register 

• Traffic Department income 

• Licensing of hawkers 

• Insufficient controls at Nekkies Holiday Resort 

• Declarations by suppliers in the service of the state or close family members 

• Insufficient monitoring of leave records 

• No signed independent confirmations by internal audit staff 

• No anonymous fraud line in place 

• No register of councillors' interests in contracts 


Without further qualifying the audit opinion, attention is drawn to the following matters: 

6.1 Performance contracts for directors 

According to section 57 of the MFMA, performance contracts should be prepared for the munici- 
pal manager and the directors under his direct supervision and should be updated on an annual 
basis. 

No approved performance contracts for the directors could be presented for the year ended 30 
June 2005. As indicated in note 20 to the financial statements, performance bonuses of R288,678 
were paid to the Municipal Manager and the directors. The basis of calculation for these bonuses 
could not be presented. 

6.2 Outstanding service fees of councillors 

Schedule 1 of the MFMA determines that a council member of a municipality may not be in arrears 
for rates and service charges for a period longer than three months. Notwithstanding the afore- 
mentioned, an amount of R21 4,981 (2005: R88,827), as stated in note 31 to the financial statements, 
was owed by 1 1 councillors, which had been outstanding for three months or longer. 


7. APPRECIATION 

The assistance rendered by the staff of Breede Valley Municipality during the audit is sin- 
cerely appreciated. 




D. A. van Huyssteen for Auditor-General 
Cape Town 
30 November 2006 
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MANAGEMENT COMMENT ON REPORT OF THE AUDITOR-GENERAL TO THE AUDIT COMMITTEE AND COUNCIL 
ON THE FINANCIAL STATEMENTS OF THE BREEDE VALLEY MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2006 



Audit Findings 

Comment by Management 

Recommendations 

Comment by 
Audit 

Committee 


QUALIFICATION 

The Municipality did not comply with the 
prescribed basis of accounting in all re- 
spects and details of the departures were 
not provided. The following significant in- 
stances of non-compliance were noted: 

Neither GAMAP nor GRAP standards deal with these issues as arose in the audit report. It is 
found very strange that the "non-compliance" is included in this year's audit report while it 
was never raised as an informal query. During the previous year's audit it was not a "non-com- 
pliance" while the accounting policy was exactly the same. 

It is astonishing that the office of the Auditor-General can one year accept an accounting 
policy and accounting treatment and in a following year it is not acceptable. We were also 
not aware of the fact that IAS 40 - with regard to investments property, IAS 19 - with regard 
to provision for post retirement medical aid benefits, and IAS 39 - with regard to accounts 
receivable, are applicable and must be complied with as it was not specifically mentioned 
in the specimen financial statements and accounting policies issued by National Treasury 
on 7 July 2006, that were supposed to meet the minimum standards as stipulated in MFMA 
Circular 36 of 7 July 2006. 

We were under the impression that the specimen financial statements do meet the minimum 
standards as mentioned in Circular 36 of 7 July 2006. 

National Treasury did issue an additional letter of guidance to facilitate the finalisation of the 
MFMA Audit process for the year ending 30 June 2006, but this letter was only signed on 4 
October 2006 while the financial statements were supposed to be finalised and completed 
on 31 August 2006. 
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Non-compliance with South African 
Statements of Generally Accepted Ac- 
counting Practice (GAAP) 




In addition, with regards to the qualifications listed, the following: 
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MANAGEMENT COMMENT ON REPORT OF THE AUDITOR-GENERAL TO THE AUDIT COMMITTEE AND COUNCIL 
ON THE FINANCIAL STATEMENTS OF THE BREEDE VALLEY MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2006 


Audit Findings 


Comment by Management 


Recommendations 


Comment by 
Audit 

Committee 


Provision for Post-retirement Medical 
Aid Benefits 

The Municipality did not comply with IAS 
19 by making appropriate provision in its 
financial statements for post-retirement 
medical aid benefits for all its current and 
retired employees who were entitled to 
such a benefit. At the date of issuing this re- 
port, the provision had not yet been quanti- 
fied by means of an actuarial valuation. The 
indications were that the Municipality had a 
material liability in this regard that had not 
been provided for or disclosed in the finan- 
cial statements. 


With regard to the provision (reserve) for post retirement medical aid benefits, apart from 
compliance, the estimated provision to be created amounts to approximately R60 to R70 mil- 
lion. To create such a provision and to fully comply with the standard, it will mean that the 
budget will have to be increased with the amount and rates will have to be increased with 
105 to 122 percent based on the 2006/2007 rates income, which will place an unaffordable 
burden on the community in the Breede Valley. Based on this qualification it will mean that 
there will have to be complied fully (provision for the full amount). This further means that 
until such time as there is fully complied with, the audit report will be qualified. It is assumed 
that most municipalities in the Republic of South Africa will face this situation that will di- 
rectly have an impact on service delivery and/or affordability by communities, this just due 
to the fact that an accounting standard has been imposed unto local government without 
taking the consequences into consideration. 
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Over all the years it was common practice in Local Government that the retirement benefits 
are charged against revenue. Provision is made in the budget annually and the payment of 
these benefits are made as they become due in the year (as stipulated in our accounting 
policy in this regard which is in accordance with the accounting policy in the specimen AFS) 
and no municipality ever faced a situation that there had to be provided for huge amounts 
unexpectedly. It further implies taxation in advance that was supposed to be eliminated and/ 
or prevented with the implementation of financial reform in local government. In light of 
the above it is our opinion that the implementation of this accounting standard be reconsid- 
ered. 
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The ASB is currently, by 5 February 2007, seeking comments to develop a local standard of 
GRAP on Employee Benefits. The question that arises is why impose a GAAP standard while it 
is acknowledged that there needs to be a process to develop a local GRAP standard for Em- 
ployee Benefits? Should the GRAP standard differ significantly from GAAP, will the provision 
that has been made by municipalities be written back, and ratepayers be refunded? 
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In conclusion we are thus of the opinion that this standard should have been considered 
more carefully, taking into account the significant financial implications for municipalities 
and the communities. 
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MANAGEMENT COMMENT ON REPORT OF THE AUDITOR-GENERAL TO THE AUDIT COMMITTEE AND COUNCIL 
ON THE FINANCIAL STATEMENTS OF THE BREEDE VALLEY MUNICIPALITY FOR THE YEAR ENDED 30 JUNE 2006 


Audit Findings 


Comment by Management 


Recommendations 


CO 


Accounts receivable 

The accounting policy on accounts re- 
ceivable, as stated in paragraph 9 of the 
accounting policies in the financial state- 
ments, did not comply with IAS 39. Further- 
more, accounts receivable in the financial 
statements were not impaired as required 
in terms of IAS 39. The financial effect of this 
could however not be quantified. 

The above issues arose in terms of the guid- 
ance received from the National Treasury 
and also due to the late issuing by them of 
further guidance regarding the basis of pre- 
sentation. 


With regard to accounts receivable, the matter was discussed with the representative from 
PricewaterhouseCoopers who performed the audit on behalf of the Office of the Auditor- 
General (Mr. Pieter De Witt) and according to him we complied with IAS 39 and that is also the 
reason why they did not raise it as an informal query. Mr. De Witt confirmed telephonically 
that the intent of the standard is to discount debtors to fair value if interest is not charged on 
arrears or loans, and that where interest is charged on arrears and loans, no discount is ap- 
plicable. The standard is not applicable as interest is charged on arrears and no interest free 
loans exist. 

The provision for bad debts, also referred to as the impairment loss (refer to IMFO Handbook 
GAMAP 9), have been created and the Auditors were quite satisfied that we complied with 
the standard, but according to a senior research Manager of the Auditor-General in Pretoria 
we are not complying. This also implies that the IMFO handbook for finance officers, as com- 
piled by PricewaterhouseCoopers is incorrect. 
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QUALIFIED AUDIT OPINION 


Therefore we still do not understand what is exactly expected in this regard. 


in 


In my opinion, except for the effect on the 
financial statements of the matters referred 
to in the preceding paragraph, the financial 
statements present fairly, in all material re- 
spects, the financial position of the Breede 
Valley Municipality at 30 June 2006 and the 
results of its operations and cash flows for 
the year then ended, in accordance with the 
basis of accounting determined by the Na- 
tional Treasury of South Africa, as described 
in paragraph 3, and in the manner required 
by the MFMA. 


We are of the humble opinion that this qualification by the Auditor-General is premature 
and no reference should have been made or be included as a paragraph under the heading 
"EMPHASIS OF MATTER"as non-compliance of the matter, in their opinion, was material. 


Auditor-General's office suggested: 

"Reconsider wording, please!" 


EMPHASIS OF MATTER 


Without further qualifying the audit opin- 
ion, attention is drawn to the following mat- 
ters: 
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MANAGEMENT COMMENT ON REPORT OF THE AUDITOR-GENERAL TO THE AUDIT COMMITTEE AND COUNCIL 
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Audit Findings 

Comment by Management 

Recommendations 

Comment by 
Audit 

Committee 






Performance contracts for directors: 

A committee of Council evaluated the Municipal Manager and directors based on draft per- 
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formance agreements. The calculations were done and approved for payment by the com- 




fornnance contracts should be prepared for 

mittee. In terms of control, before payments were made, was to check that the individual 




the municipal manager and the directors 
under his direct supervision and should be 
updated on an annual basis. 

payments are within the 1 5% limit as contained in the letter of appointment. 
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No approved performance contracts for the 
directors could be presented for the year 





ended 30 June 2005. As indicated in note 
20 to the financial statements, performance 
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Outstanding service fees of councillors: 

Comment by Financial Services: 
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Schedule 1 of the MFMA determines that a 
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council member of a municipality may not 

The outstanding service fees are reported monthly to the Council. A list is submitted to the 
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R214,981 (2005: R88,827), as stated in note 
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Prior years' audit reports 
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Audit committee 

(Previous report: paragraph 4.1 0.2) 

The chairperson of the audit commit- 

Auditor-General's office: 




tee resigned during the 2005/06 financial 
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year, with the result that no audit commit- 
tee meetings were held during the last six 
months of the year. This resulted in non- 
compliance with the provisions of section 
166 of the MFMA. 

"No comments?" 
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Audit Findings 


Comment by Management 


Recommendations 


Illegal occupants 

(Previous report: paragraph 4.1 0.4) 

A total of 181 (2005: 314) housing units of 
the council's housing rental schemes for 
which contracts with the original occupants 
^ had been entered into, had since been va- 
yo cated and were occupied illegally by other 
occupants at the time of the audit. No rental 
contracts for the current occupants could 
be presented at the date of auditing (No- 
vember 2006) and no levies in this regard 
were being raised. 

Internal control 

Apart from the matters referred to in this 
report, which also indicate shortcomings 
in internal checking and control measures, 
various other shortcomings were brought 
to the municipal manager's attention. In 
view of the nature of these matters, the in- 
ternal checking and control measures did 
not always function satisfactorily during 
the year. The following were the significant 
control weaknesses reported in the man- 
agement letter: 


The illegally occupied units are detected and appropriate steps are taken. 

Comment by Corporate Services: 

Levies are made according to signed agreements. The housing administration structure has 
been changed and appointments were made. An effort is made to address the shortcomings 
and a Housing Policy has been approved by Council. 


AG's Office: "Agreements with whom?" 


It is emphasised to all directors and section managers to ensure proper internal checking and 
control measures are followed, improved and implemented where applicable. 
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• Rezoning of properties not changed on fi- 
nancial system (SAMRAS) 

• Controls over receipts and receipt book 
register 

• Traffic Department income 

• Licensing of hawkers 

• Insufficient controls at Nekkies Holiday 
Resort 

• Declarations by suppliers in the service of 
the state or close family members 

• Insufficient monitoring of leave records 

• No signed independent confirmations by 
internal audit staff 

• No anonymous fraud line in place 

• No register of councillors' interests in con- 
tracts 
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The Executive Mayor 
The Municipal Manager 
Breede Valley Municipality 
P/Bag X3046 
Worcester 
6849 

SiryMadam 

AUDIT COMMITTEE COMMENTS AND RESPONSE TO AUDITOR 
GENERAL’S REPORT 2005/2006, 

I for easy reference respond to this report as numbered in the report of the 
Auditor General. 

4.1.1 Investment properly 

Noted. 

4.1 .2 Provision for post-retirement medical aid benefits 

The Audit Committee is aware of a meeting to be held in Tswane between 
various municipalities and the Auditor General with regard to this provision 
and eagerly await a report regarding the outcome of this meeting. 

The Chairperson of the Audit Committee will also request advice and 
obtain an opinion from the South African Institute of Chartered 
Accountants in this regard. 

4.1 .3 Accounts receivable 

Noted. 

6.1 Performance contract for Directors 

It is vital to the Audit Committee that: 

(a) Performance contracts be finalized and concluded as a matter of 
urgency, 

(b) Internal Audit do a follow-up to ensure that bonuses were actually paid 
out as stated in the contracts and within the ambit of the law. 



(c) In respect of bonuses paid out in future, all calculations be 

documented and officially filed for easy access in order that Internal 
Audit ensures that it is audited and verified on a yearly basis. 

6.2 Outstanding service fees for Councilors 

Noted. 

6.3.1 Audit Committee 

The Audit Committee is once again fully functional and regular meetings 
will be held, not only to comply with legislation but add value and deal with 
other matters. 

6.3.2 Illegal occupants 

Noted. 

6.3 Internal Control 

The Audit Committee recommends that Internal Audit do a follow-up on all 
the bullet points to ensure that progress is made where applicable and 
ensure that control weaknesses are addressed by management and 
respective departments. 


This in essence is the response of the Audit Committee and we urge all directors 
to strive forward so as to attain an unqualified audit report in the next financial 
year. 



AUDIT CCMMITTEE CHAIRPERSCN 
BREEDE VALLEY MUNICIPALITY 
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REPORT OF THE AUDITOR-GENERAL TO THE COUNCIL ON FACTUAL FINDINGS ON PERFORMANCE MEASUREMENT AT BREEDE VALLEY MUNICIPALITY 
FOR THE YEAR ENDED 30 JUNE 2006 


1. ASSIGNMENT 

The compilation, presentation and publishing of performance measurements and the imple- 
mentation, management and internal control of supporting systems are the responsibility of 
the accounting officer. 

As required by section 45(b) of the Local Government: Municipal Systems Act, 2000 (Act No. 
32 of 2000) my responsibility is to provide an assessment of the controls implemented by 
the accounting officer to develop and manage the Municipality's performance management 
system. My role is not to assess or comment on the Municipality's actual performance. 

2. NATURE AND SCOPE 

I have performed the procedures agreed upon and described below regarding the perfor- 
mance measurement system of Breede Valley Municipality. The assignment was undertaken 
in accordance with the International Standard on Related Services (ISRS 4400) applicable to 
agreed-upon procedure engagements. 

The procedures were performed solely to evaluate the controls implemented and managed 
by the accounting officer regarding the municipality's performance measurement system 
against the criteria set out in: 

• chapter 6 of the Municipal Systems Act, 2000; 

• the Local Government: Municipal Planning and Performance Management Regulations, 
2001 (No. R. 796). 


may function ineffectively and that funds are spent on services which are not the highest pri- 
ority. The possibility also exists that the community's needs are not satisfactorily addressed. 
During the audit, recommendations in respect of the various phases for the implementation 
of a performance measurement system were made to the Municipal Manager by way of a 
management letter in order to support the Municipality in addressing the shortcomings. 

4. STATEMENT 

Because the above procedures constitute neither an audit nor a review made in accordance 
with International Standards on Auditing or International Standards on Review Engage- 
ments, I do not express any assurance on the performance measurements as at 30 June 
2006. 

Had I performed additional procedures or an audit or review of the performance measure- 
ment in accordance with International Standards on Auditing or International Standards 
on Review Engagements, other matters might have come to my attention that would have 
been reported to you. 

This report relates only to the purpose set forth in the first paragraph of this report and does 
not extend to the financial statements of Breede Valley Municipality, taken as a whole. 

5. APPRECIATION 

The assistance rendered by the staff of Breede Valley Municipality during the assignment is 
sincerely appreciated. 


The procedures performed during our assignment were based on the high-level overview 
checklist completed by the accounting officer and included a review of the following as- 
pects: 

1 . Development of an integrated development plan 

2. Development of a performance management system 

3. Development and implementation of key performance indicators 

4. Setting of targets for key performance indicators 

5. Actual service delivery process 

6. Internal monitoring of performance measurements 

7. Internal control of the performance management system 

8. Performance measurement and reporting 

9. Revision of strategies and objectives 




D A van Huyssteen for Auditor-General 

Cape Town 
30 November 2006 



3. FACTUAL FINDINGS 

I report my findings below: 

3.1 Phase 1 : Development of the Integrated Development Plan 

No material exceptions to the relevant sections of the Municipal Systems Act, 2000 or the 
regulations were identified in respect of the process applicable to the development of the 
integrated development plan for 2005/06. 

3.2 Phases 2 to 9 of the Performance Measurement System not yet Implemented 

No evidence could be found to indicate that phases 2 to 9 of the performance measurement 
system had been fully developed and implemented. This raises the risk that the Municipality 
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